STATE OF CALI FORNI A
DEPARTMENT OF | NSURANCE
300 Capitol Mall, 17" floor
Sacramento, California 95814

NOTI CE OF PROPOSED ACTI ON_AND
NOTI CE OF PUBLI C HEARI NG

RH 02019024
DATE: February 15, 2002

SUBJECT OF HEARI NG

A hearing will be held regarding proposed changes to the
regul ati ons governing prelicensing education curricul um
specifically, the proposed regul atory changes concern personal
I i nes broker-agent |licensees. This is a new class of insurance
license, and transactors in personal lines are required to be
licensed by the California Departnment of |Insurance effective
January 1, 2002. The curriculumwuld add to the prelicensing
education regul ations found at California Code of Regul ations,
Title 10, Chapter 5, Subchapter 1, Article 6.5 Sections 2186
t hrough 2188.9. The curriculumis already published as an

Emer gency Regul ation (ER-42) at Section 2187. 3.

AUTHORI TY AND REFERENCE

The I nsurance Comm ssioner proposes the adoption of this

regul ation pursuant to the authority vested in himby the
California State Legislature in Assenbly Bill No. 393, Chapter
321 (1999-2000 session), section 8. The purpose of this
regulation is to inplenment, interpret, and nmake specific the
provi sions of California Insurance Code (CIC), Division 1, Part
2, Chapter 5, Sections 1749, 1749.31, and 1749.6.

HEARI NG DATE AND LOCATI ON:

Notice is hereby given that a public hearing wll be held to
permt all interested persons the opportunity to present
statenents or arguments, orally or in witing, with respect to
t hese regul ations as foll ows:



Date and tine: April 2, 2002
10: 00 am
Locati on: San Francisco G vic Center Conpl ex
Conf erence Center
Hearing Room 9
455 CGol den Gate Avenue
San Francisco, California 94102

PRESENTATI ON OF WRI TTEN AND/ OR OCRAL COWMMENTS; CONTACT PERSONS:

Al'l persons are invited to present oral and/or witten conments
at the schedul ed public hearings. Witten coments not presented
shoul d be addressed to the follow ng contact person:

El aine A. LaFrance, Staff Counsel
California Departnment of |nsurance
300 Capitol Mall, 17th Fl oor
Sacranmento, CA 95814

Tel ephone: (916) 492. 3568

Questions regarding the hearing, comments, or the substance of
t he proposed action should be addressed to the above cont act
person. |If she is unavailable, inquiries may be addressed to
the foll owi ng backup contact person:

Patricia Staggs, Assistant Chief Counsel
45 Frenont Street, 21st floor

San Francisco, CA 94105

Tel ephone: (415) 538.4123

DEADLI NE FOR WRI TTEN COMVENTS:

Al witten materials, unless submtted at the hearings, nust be
received by the Insurance Conm ssioner, c/o the contact person at
the address |isted above, no later than 5:00 p.m on April 2,
2002. Any witten materials received after that time will not be
consi der ed.

COMMENTS TRANSM TTED BY E-NMAIL OR FACSIM LE

The Commi ssioner will accept witten coments transmtted by e-
mai | provided they are sent to the followi ng e-mail address:

| af rancee@ nsur ance. ca. gov. The Conm ssioner wll al so accept
witten comments transmtted by facsimle provided they are sent




to the followng facsimle nunber: (916) 324-1883. Conments sent
to other e-mail addresses or other facsimle nunbers will not be
accepted. Comments sent by e-mail or facsimle are subject to
the deadline for witten comments set forth above.

ACCESS TO HEARI NG ROOMS

The facilities to be used for the public hearing are accessible
to persons with nobility inpairnments. Persons with sight or
hearing inpairnments are requested to notify the contact person
(listed below) for these hearings in order to make speci al
arrangenents, if necessary.

ADVOCACY OR W TNESS FEES:

Persons or groups representing the interests of consuners may be
entitled to reasonabl e advocacy fees, witness fees, and ot her
reasonabl e expenses, in accordance with the provisions of
Subchapter 4.5, Title 10, of the California Code of Regul ations,
in connection with their participation in this matter.

I nterested persons should contact the Ofice of the Public

Advi sor at the followi ng address, in order to inquire about the
appropriate procedures:

California Departnment of |nsurance
O fice of the Public Advisor

300 Capitol Mall, 17'" Floor
Sacranment o, CA 95814

(916) 492-3559

A copy of any witten materials submtted to the Public Advisor
regardi ng this rul emaki ng nust al so be submtted to the contact
person for this hearing, |listed above. Please contact the Ofice
of the Public Advisor for further information.

| NFORVATI VE DI GEST:

SUWARY OF EXI STI NG REGULATI ONS AND POLI CY STATEMENT OVERVI EW

California Insurance Code Section 1625.5 sets forth the
conprehensive definition of the personal |ines broker-agent
license, including the requirenent that the applicant for said

i cense nmust conplete a prelicensing education curriculum prior
to becomng a licensee. California Insurance Code sections 1749,
1749. 31, and 1749.6 have been anended, effective January 1, 2002,
to apply prelicensing education standards already in effect with
respect to life agent licensees and fire and casualty broker-



agent licensees to applicants for personal |ines broker-agent

| i censes. The Conmi ssioner has previously promul gated regul ati ons
found at California Code of Regulations, Title 10, Chapter 5,
Subchapter 1, Article 6.5, Sections 2187, 2187.1 and 2187.2 to
specifically enunerate the prelicensing education requirenents
for fire and casualty broker-agents and |ife agents. The proposed
addi tional regulation, Section 2187.3, would acconplish the sanme

pur pose for personal |ines broker-agents. The proposed anmendnents
to Sections 2186.1, 2187.1, and 2187.2, would sinply reflect the
exi stence of a new class of |icense, a personal |ines broker-

agent license, effective January 1, 2002, and make existing
regul ations consistent with the California |Insurance Code. The
Comm ssi oner proposes the adoption of these anendnents to
Sections 2186.1, 2187.1, and 2187.2, and addition of Section
2187.3, pursuant to the authority vested in himby the California
State Legislature in Assenbly Bill No. 393, Chapter 321 (1999-
2000 session), Section 8. The purpose of these regulations is to
i npl enment, interpret, and nmake specific the provisions of
California Insurance Code, Division 1, Part 2, Chapter 5,
Sections 1749, 1749.31, and 1749.6. The proposed regulation is
necessary in order to effectively adm ni ster |nsurance Code
Sections 1749.31 and 1749.6. The anmendnents to the regul ations
woul d do the foll ow ng:

1) set forth a detailed outline of the required pre-

i censi ng educational curriculumfor personal I|ines
br oker - agent s

2) add | anguage to include personal |ines broker-agents
in the existing regulatory structure for prelicensing
educati on

3) add | anguage refl ecting changes i n subsection nunbers
and effective dates caused by the creation of the
personal |ines broker-agent |icense, to prevent
i nconsi stencies with existing statutes.

EFFECT OF PROPOSED ACTI ON

The major effects of the regulation is as foll ows:

Section 2186.1 - Definitions

The proposed amendnent to subsection (f)(1) broadens the
definition of a prelicensing education “student” to include
a person seeking a personal |ines broker-agent |icense.
Previously, that subsection referred exclusively to
prospective life agent |licensees and fire and casualty

br oker - agent |icensees.



Section 2187.1 - Prelicensing Education for Life Agents

The proposed anendnent to subsection (a) changes a
reference to California Insurance Code section 1749(b) as
the section pertaining to life agents to a reference to
California Insurance Code section 1749(c) as the section
pertaining to |life agents. This change nmakes the regul ation
accurate and consistent in its reference to the California
| nsurance Code. Effective January 1, 2002, California

| nsurance Code section 1749(b) pertains to personal |ines
broker-agents and California I nsurance Code section 1749(c)
pertains to |life agents.

Section 2187.2 - Prelicensing Education on Ethics and the
| nsurance Code

The proposed anendnent to subsection (a) changes a
reference to California Insurance Code section 1749(c) as
the section pertaining to fire and casualty broker-agents
to a reference to California Insurance Code section 1749(d)
as the section pertaining to fire and casualty broker-
agents. This change nmakes the regul ati on accurate and
consistent inits reference to the California |Insurance
Code. Effective January 1, 2002, California Insurance Code
section 1749(c) pertains to life agents and California

| nsurance Code section 1749(d) pertains to fire and
casual ty broker-agents.

Section 2187.3 - Prelicensing Education for Personal Lines
Br oker - Agent s

Thi s proposed regul ation sets forth the prelicensing
education curriculumfor personal |ines broker-agents. It
is the product of workshop discussions and nmultiple drafts
created by a subcommttee of the Curriculum Board and
presented to the Curriculum Board, as required by
California Insurance Code section 1749.1. It is currently
publ i shed as an Energency Regul ation, ER-42. It is
detailed and specific, and it allows the California
Department of Insurance to effectively adm nister
California Insurance Code sections 1749, 1749.31, and
1749.6. It provides the basis for creating prelicensing
training courses, and it is necessary to the Departnment’s
pur pose of ensuring that personal |ines broker-agent



Iicensees are properly trained before they are allowed to
transact insurance with the general public.

MANDATES ON LOCAL AGENCI ES OR SCHOCL DI STRI CTS:

The proposed regul ati ons do not inpose any nmandate on | ocal
agenci es or school districts. There are no costs to |ocal
agenci es or school districts for which Part 7 (conmencing
wi th Section 17500) of Division 4 of the Governnent Code
woul d require reinbursenent.

COST OR SAVI NGS TO STATE/ LOCAL AGENCY OR SCHOOL
DI STRICT OR | N FEDERAL FUNDI NG

The Comm ssioner has determ ned that there will be no cost
or savings to any |ocal agency, state agency or school
district fromthe proposed regul ations, and that the
proposed regul ation will not affect federal funding to the
St at e.

ECONOM C | MPACT ON BUSI NESSES AND THE ABILITY OF
CALI FORNI A BUSI NESSES TO COVPETE

The Conmi ssioner has nmade an initial determnation that the
only busi nesses which would be inpacted by the regul atory
schene are smal | businesses. The Conmm ssi oner has nmade an
initial determ nation that the proposed anmendnents nay have
a mnor, insignificant adverse econonm c inpact directly
affecting approxi mately 800 snmall businesses statewide. It
shoul d be noted that economc costs will only be incurred
by education providers who choose to offer prelicensing
education curriculumfor personal |ines broker-agent
|icensees. There will be no involuntary costs inposed upon
smal | busi nesses. The Conmm ssioner has determ ned that the
proposed anendnments will not affect the ability of
California businesses to conpete with busi nesses in other
states. The types of businesses that may be affected are
education providers as defined under the current

regul ations. They may elect to create and adm ni ster new

courses designed for prospective personal |ines broker-
agents. It should also be noted that the education

provi ders who el ect to devel op personal |ines prelicensing
curriculumw Il be collecting revenue for offering the

courses, and therefore any initial fiscal inpact wll be
absorbed by a positive revenue flow to the small busi nesses
i nvol ved. The Conmi ssi oner has not consi dered proposed
alternatives that woul d | essen any adverse econom c i npact



on business and invites interested parties to submt
proposal s.

POTENTI AL COST | MPACT ON PRI VATE PERSONS OR
ENTI T1 ES/ BUSI NESSES:

The Comm ssioner estimates a maxi num overall econom c

i mpact of this regulatory schene in the anount of one
hundred sixty thousand dollars ($160,000.00). A
representative business would initially incur approximately
$2,000 in costs if the business chose to create and offer a
personal |ines broker-agent training course. It should be
noted that economc costs will only be incurred by
education providers who choose to offer prelicensing
education curriculumfor personal |ines broker-agent
|icensees. There will be no involuntary costs inposed upon
smal | busi nesses. Annual ongoing costs woul d be

approxi mately el even dollars per year ($11.00). The total
cost estimate is based upon an estimated nunber of
education providers, eight hundred. It should al so be noted
that the education providers who el ect to devel op personal
lines prelicensing curriculumw || be collecting revenue
for offering the courses, and therefore any initial fiscal
inpact will be absorbed by a positive revenue flowto the
smal | busi nesses invol ved. A private person would only incur
expenses in reasonabl e conpliance with the proposed action
if the person sought to becone a personal |ines broker-
agent and thus had to pay tuition to enroll in the
prelicensing education course. This anticipated cost would
be consistent with the existing costs incurred by any
applicant seeing a |icense fromthe Departnent of

| nsurance, as each type of license has sone prelicensing
education requirenment that nust be fulfilled.

FI NDI NG OF NECESSI TY:

The Comm ssioner finds that it is necessary for the welfare
of the people of the state that the regulations apply to
busi nesses. A finding of necessity is built into section 8
of AB 393, the bill that created the personal |ines broker-
agent |icense.

EFFECT ON JOBS AND BUSI NESSES | N CALI FORNI A:

The Conmm ssioner is required to assess any inpact the
regul ati ons may have on the creation or elimnation of jobs
in the State of California, the creation of new businesses,



the elimnation of new busi nesses, and the expansion of

busi nesses currently operating in the state. The
Comm ssi oner does not foresee that the proposed regul ations
wi |l have an inpact on any of the above but invites
interested parties to comment on this issue.

| MPACT ON HOUSI NG COSTS:

The matters proposed herein wll have no significant effect
on housi ng costs.

ALTERNATI VES:

The Conmi ssioner nust determ ne that no reasonabl e
alternative considered by the Conm ssioner or that has

ot herwi se been identified and brought to the attention of

t he Conmm ssioner would be nore effective in carrying out

t he purposes for which the regulations are inposed or would
be as effective and | ess burdensone to affected private
persons than the proposed regul ations. The Conm ssi oner
invites public comment on alternatives to the regul ations.

| MPACT ON SMALL BUSI NESS:

The Conmm ssioner has determ ned that the proposed
anendnents may affect small businesses to the extent
education providers qualify as small businesses. These

individuals and entities will be required to conply with
t he applicable anmendnents if they choose to offer
prelicensing coursework for personal |ines broker-agents.

COVMPARABLE FEDERAL LAW

There are no existing federal regulations or statutes
conparabl e to the proposed regul ati ons.

TEXT OF REGULATI ONS AND | NI TI AL STATEMENT OF REASONS:

The Departnent has prepared an initial statenment of reasons
that sets forth the reasons for the proposed changes to the
regul ations. Upon witten or e-mailed request, the initial
statenent of reasons will be made avail able for inspection
and copying. Witten requests for the initial statenent of
reasons or questions regarding this proceedi ng should be
directed to the contact person |listed above. Upon witten
or e-nailed request, the final statenent of reasons will be
made avail able for inspection and copying once it has been



prepared. Witten requests for the final statenent of
reasons should be directed to the contact person |isted
above. The file for this proceeding, which includes a copy
of the proposed regul ations, the statenent of reasons, the
i nformati on upon which the proposed action is based, and
any suppl enental information, including any reports,
docunent ati on and other materials related to the proposed
action that is contained in the rulemaking file, is
avai l abl e for inspection and copyi ng by prior appointnent
at 300 Capitol Mall, 17th Floor, Sacramento, California
95814, between the hours of 9:00 a.m and 4:30 p. m, Mnday
t hrough Fri day.

AUTOVATI C MAI LI NG

A copy of this notice, including the informative digest,
whi ch contains the general substance of the proposed
regul ations, will automatically be sent to all persons on
the Insurance Comm ssioner’s mailing |ist.

VEBSI TE POSTI NGS:

Docunents concerning this proceeding are not yet avail able
on the Departnent’s website. To access them go to
http://ww. i nsurance. ca.gov. Find near the top of the page

the maj or heading ‘Protecting Consunmers.’” In this section,
scroll down until you see the subheadi ng ‘ BE | NFORVED.
Cick on the nearby ‘ Search for Proposed Regul ations’ |ink.

When the search field appears, enter ‘RH02019024’ (the
Departnment’s regulation file nunber for these regul ations).
Al ternatively, search for the California Insurance Code
nunber of a code section that the regul ati ons inpl enent
(for instance, “1749”), or search by key word (' personal

| ines broker-agent,’ for exanple, or ‘prelicensing
curriculum). Then, click on the “Submit” button to
display links to the various filing docunents.

MCODI FI ED LANGUAGE

| f the regul ati ons adopted by the Departnent differ but are
sufficiently related to the action proposed, they will be
available to the public for at |east 15 days prior to the
date of adoption. Interested persons should request a copy



of these regulations prior to adoption fromthe contact
person |isted above.

Dat ed:

January 31,

2002 HARRY W LOW
| nsurance Comm ssSi oner

By /sl
El ai ne A. LaFrance
St af f Counsel

10



